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1INTERSTATE COMMERCE COMMISSION
The ICC voted 10/7/86 to  modify i t s  current procedures fo r  determining ra ilro a d  revenue
adequacy. Among the approved m odifications are: 1) Depreciation accounting
r a th e r  than re tire m e n t-re p la c e m e n t-b e tte rm e n t accou n tin g  would be used; 2) 
Accumulated deferred ta x  reserves would be deducted from the investment base in 
th e  c a lc u la t io n  o f  re tu rn  on in vestm en t (ROI); 3) Taxes th a t  r e s u l t  from r a i l  
o p e ra tio n s  and in t e r e s t  income a s s o c ia te d  w ith  r a i l  w orking c a p i t a l  would be 
in clu d e d  in  ROI c a lc u la t io n s ;  and 4) The r e s u lt s  o f  C la ss  I ra ilro a d -o w n e d  
s u b s id ia r ie s  th a t  a re  a t  l e a s t  50 -p ercen t owned and w hich support r a i lr o a d  
operations would be included in  ROI ca lcu latio n s. The Commission a lso  voted to  
discontinue i t s  e f fo r ts  to  base revenue adequacy on replacement co st data.
In  a r e la te d  a c t io n , th e  GAO r e le a s e d  a stu d y  p r io r  to  th e  ICC m eeting 
analyzing a lte rn a tiv e  methods o f  measuring revenue adequacy. The changes voted 
by the ICC r e f le c t  several o f  the concerns id e n tifie d  in  the GAO report. A copy 
o f  the report, GAO/RCED-87-15BR, may be obtained by w ritin g  the U.S. Government 
Accounting O ffice , P.O. Box 6015, Gaithersburg, MD 20877, or by c a llin g  the GAO 
a t 202/275-6421.
NATIONAL SCIENCE FOUND A T ION
A Supervisory Auditor (Head, In tern al Audit Section) i s  being sought by the NSF.
Duties performed by the ind ividual holding th is  p osition  include: d irectin g  the
management o f such audit re s p o n s ib ilit ie s  as in-house audits including fin a n c ia l 
and a d m in is tr a t iv e  ADP system s, procurem ent, p ro p e rty  management and o th er 
adm inistrative operations; developing the sectio n 's  p art o f  the annual audit plan 
w ith  emphasis on e f fo r ts  to  avoid or minimize opportunities fo r fraud, waste and 
mismanagement; and e s ta b lis h in g , m a in ta in in g , re v ie w in g  and im proving, as 
n e ce ssa ry , in te r n a l  c o n tr o ls . A p p lic a t io n s  a re  due by 10/24/86. For fu r th e r  
inform ation contact the NSF Personnel and Management D ivision a t  202/357-7840 and 
re fe r  to  Announcement Number 86-140.
SECURITIES AND EXCHANGE COMMISSION
Twenty-five recommendations were made a t  the SEC's f i f t h  annual Government-
Business Forum on Sm all Business C a p ita l Form ation c o v e rin g  is s u e s  such as
s e c u r it y  r e g u la t io n , l i a b i l i t y  in su ran ce, f in a n c ia l serv ices and p a yro ll costs. 
The Forum, h e ld  9/25-27/86 in  W ashington, D.C., in clu d e d  150 p a r t ic ip a n t s  whose 
recom m endations w i l l  be p rovid ed  to  th e Congress and v a rio u s  F ed e ra l a g e n c ie s . 
Among th e  recom m endations w ere su g g e stio n s  to : amend FASB trea tm en t o f  s to ck  
o p tio n s  by ch arg in g  to  income th e  good f a i t h  e s tim a te  o f  th e f a i r  va lu e  o f  th e 
option; adopt a new uniform or standard secu rity  fo r sm all businesses th at allow s 
d e d u c tib le  in t e r e s t  payments fo r  th e  is s u e r , i s  taxed  by th e  h o ld e r  as r e g u la r  
income and allows losses to be treated as ordinary deductions; facilitate the 
investment by pension funds o f  some percentage o f  th e ir  a ssets  in  sm all businesses 
through debt and e q u ity  p a r t ic ip a t io n s ;  and en ab le  co rp o ra tio n s  to  l i m i t  the 
p e rso n a l l i a b i l i t y  o f  co rp o ra te  d ir e c t o r s  fo r  v io la t io n s  o f  th e  d ir e c t o r 's  
f id u c ia r y  du ty o f  ca re . The Forum i s  h o sted  a n n u a lly  b y th e  SEC to  p ro v id e  an 
o p p o rtu n ity  fo r  sm a ll businessm en and r e p r e s e n ta t iv e s  o f  s t a t e  and F ed era l 
governments to  discuss c a p ita l ra is in g  problems o f  sm all businesses.
2SECURITIES AND EXCHANGE CO M ISSION
Following the signing o f  the Tax Reform A ct o f  1986, the SEC w i l l  hold an open
meeting to  consider whether to  authorize the issuance o f  an in te rp re tiv e  re lease
concerning the d isclosu re  o f  the e f fe c ts  o f  the Act. A d dition ally , the Commission 
may consider the d isclosu re  by re g is tra n ts  o f  the e f fe c ts  o f  the Act, as w e ll as 
w hether i t  should o b je c t  to  th e  p re s e n ta tio n  o f  d is c lo s u r e s  th a t  q u a n tify  th e 
e f fe c ts  o f  the Tax Reform Act by the pro forma ap plication  o f  the FASB's Exposure 
D ra ft, “Proposed Statem ent o f  F in a n c ia l A ccounting Standards -  A ccounting fo r  
Income Taxes." For ad d ition al inform ation contact John A. Heyman at 202/272-2130.
TREASURY, DEPARTMENT OF
Amendments to  the Income Tax Regulations concerning the d e fin itio n  o f  the term “S
co rp o ra tio n "  were r e c e n t ly  proposed by th e  IRS (see  the 10/7/86 Fed. Reg., pp.~
35659-66). The proposed regulations provide th at the term "S corporation" means a 
sm a ll b u sin e ss  c o rp o ra tio n  fo r  w hich an e le c t io n  under s e c t io n  1362(a) i s  in  
e f fe c t  for the taxable year. And, the term "sm all business corporation" means a 
domestic corporation th at i s  not an in e lig ib le  corporation and does not have: 1) 
more than 35 shareholders; 2) a person (other than an esta te  and certa in  tru sts) 
as a sh areh o ld er, who i s  not an in d iv id u a l;  3) a n o n resid en t a l ie n  as a 
shareholder; or, 4) more than one c la ss  o f  stock. For purposes o f  determining 
w hether a co rp o ra tio n  has more than 35 sh a reh o ld e rs , the proposed r e g u la t io n s  
p ro v id e  th a t  s to c k  owned by a husband and w ife  i s  t r e a te d  as i f  owned by one 
individual, regardless o f the form in  which they own the stock. A d d ition ally , the 
r e g u la t io n s  p ro v id e  th a t  a Subpart E t r u s t ,  a v o tin g  t r u s t ,  a c e r ta in  ty p e  o f  
te sta m e n ta ry  t r u s t ,  and a q u a l i f ie d  Subchapter S t r u s t  th a t  i s  t r e a te d  as a 
Subpart E tru s t  are perm itted to  be shareholders o f a sm all business corporation. 
The amendments are  proposed to  be e f f e c t i v e  fo r  ta x a b le  y e a rs  b eg in n in g  a f t e r  
12/31/82. Comments are  req u ested  by 12/8/86. For fu r th e r  in fo rm a tio n  c o n ta c t 
Robert Ginsburgh at 202/566-3297.
Merlin W. Heye, CPA, as recen tly  been appointed d ire cto r  o f  the new Fort Lauderdale
IRS D i s t r i c t .  The new d i s t r i c t  w i l l  be re s p o n s ib le  fo r  ta x  m a tters  in  the 17
c o u n tie s  in  southern  F lo r id a . Taxpayers in  th a t  area  f i l e d  an e stim a te d  2.8 
m il l io n  F ed era l income ta x  re tu rn s  in  1985. Mr. Heye began h is  IRS c a r e e r  as a 
revenue agen t, and in  1974 was chosen fo r  th e  IRS E x e cu tiv e  S e le c t io n  and 
Development Program. On completing the program, he was named a ss is ta n t regional 
com m issioner fo r  em ployee p lan s and exempt o r g a n iz a t io n s  in  th e  IRS C e n tra l 
Region. In 1976, Mr. Heye became a ss is ta n t d ire cto r  o f the examination d iv is io n  
in  Washington. From 1982 to  the present he has headed IRS a c t iv i t ie s  throughout 
a l l  o f  F lo r id a  as th e d i s t r i c t  d ir e c t o r  in  J a c k s o n v il le ,  FL. Mr. Heye h o ld s a 
bachelor’s degree from Hastings C ollege in  Nebraska.
A l is t in g  o f  q u a lifie d  sponsors o f  continuing education programs th a t s a t is fy
education requirements fo r  en rolled  agents e l ig ib le  to  p ra ctice  before the IRS has
been released  by the Service (see the 10/9/86) Fed. Reg., pp. 36335-7). The l i s t
is  a r e s u lt  o f  an amendment to  C ircu lar 230 which was published on 1/22/86. That
3document r e q u ir e s  th a t  th o se  e n r o lle d  t o  p r a c t ic e  b e fo re  th e  IRS renew t h e i r  
en ro llm en t on a p e r io d ic  b a s is .  A c o n d itio n  o f  e l i g i b i l i t y  fo r  ren ew al i s  th e  
s a t i s f a c t i o n  o f  th e  co n tin u in g  p ro fe s s io n a l education requirements. Accredited 
education in s titu tio n s , as w e ll as p rofession al organizations recognized by the 
D irector o f  P ractice  whose programs include o ffe r in g  CPE opportunities w ith in  the 
scope o f  regulation  q u a lify  as a program sponsor. The AICPA i s  among those meeting 
th is  requirement. For furth er inform ation contact Mr. L e s lie  Shapiro a t  202/535- 
6787.
IRS Commissioner Lawrence B. Gibbs addressed the to p ics  o f  the new Tax Reform A ct
and p rofession al conduct in  two speeches la s t  week. Speaking before the D.C. Bar
Section o f  Taxation 10/6/86, Commissioner Gibbs to ld  the group the IRS i s  taking a 
high p r o f ile  p ositio n  in  implementing the new ta x  law, involving p ra ctitio n e rs  as 
e a r ly  as p ossib le  in  the process. The f i r s t  chance fo r input w i l l  come soon, the 
Commissioner said, w ith  a Federal R egister n otice  l is t in g  the areas o f  the new law 
fo r which the IRS w i l l  be seeking p ublic comments. Providing a "sneak preview" o f  
some o f those areas fo r h is  audience, the Commissioner mentioned the follow ing 
ite m s: l im i t s  on p a s s iv e  lo s s e s ;  a l t e r n a t iv e  minimum ta x ; c a p i t a l i z a t io n  o f
p ro d u ctio n  c o s ts ;  ta x a b le  y e a r s  o f  c e r t a in  e n t i t i e s ;  a r b it r a g e  o f  ta x  exempt 
bonds; r e p o r t in g  on r e a l  e s t a t e  tr a n s a c t io n s ;  m o d ific a tio n s  to  th e  fo r e ig n  ta x  
c r e d it ;  branch p r o f i t s  ta x ; a l lo c a t io n  o f  in t e r e s t  expense to  fo r e ig n  source 
income; and ru les regarding "lin es  o f  business" and "h ig h ly  compensated employee" 
fo r  pen sion  p lan  purposes. A d d it io n a lly , th e  Com m issioner noted th a t  th e most 
c ru c ia l elements would be addressed f i r s t  w ith  the review  process proceeding a t  
both  th e  IRS and T reasu ry  a t  th e  same pace, "so  th a t  s t ic k in g  p o in ts  can be 
removed sim ultaneously."
The proposed stan d ard s fo r  IRS p r a c t i t io n e r s  under C ir c u la r  230 were 
discussed by Commissioner Gibbs 10/8/86 before the North Carolina A ssociation  o f 
CPAs. He stated  th at changes were being proposed due to  "an increased awareness 
about th e  c r i t i c a l  im portance o f  p r a c t i t io n e r s  in  our ta x  system ." T h is 
aw aren ess, th e  Com m issioner s a id , perhaps began some te n  y e a rs  ago w ith  th e  
enactm ent o f  ta x  p re p a re r  p e n a lt ie s .  " I t  has con tin ued  w ith  th e  com pliance 
p en a ltie s  in  TEFRA and more recent a cts , as w e ll as the C ircu la r 230 amendments 
re la tin g  to  tax  sh e lte r  promotions severa l years ago. And i t  perhaps culminated 
in  th e  re c e n t d e c is io n s  by th e  AICPA and th e  ABA T axatio n  S e c tio n  to  re-exam in e 
th e ir  e th ic a l ru les re la tin g  to  standards th at should guide tax  p ra ctitio n e rs  in  
a d v is in g  c l i e n t s  in  s i tu a t io n s  in v o lv in g  ta x  p lan n in g  and re tu rn  p re p a ra tio n  
g e n e r a lly ."  The th r u s t  o f  th e  em erging r u le s ,  th e  Com m issioner s a id , " i s  to  
define a practitioner not as a go-between for sending tax information to the IRS, 
b u t as an in strum en t fo r  th e  f u l l  and a c c u ra te  re p o rtin g  o f  c l i e n t s '  ta x  
in fo rm a tio n ."  "We f e e l , "  Com m issioner Gibbs s a id , th a t  "th e c u rre n t stan d ard s 
w arran t some fu r th e r  d e f in it io n .  We a re  anxious to  h ear your r e a c t io n s  to  th e  
proposed changes and any suggestions you might have about a lte rn a tiv e  approaches." 
Commissioner Gibbs a lso  addressed the to p ics o f  p ra c titio n e r  access to  the problem 
reso lu tio n  program and e le c tro n ic  f i l in g .  Copies o f  the speeches are avail ab le  
from the IRS by c a llin g  202/566-4054.
4SPECIAL: LEGISLATION AMENDING CIVIL RICO  PASSES HOUSE
L e g is la tio n  passed by vo ice  vote in  the House o f  Representatives 10/7/86 would amend
the c i v i l  provisions o f  the Racketeer Influenced and Corrupt O rganizations A ct
(RICO). The m easure, H.R. 5445, in trod u ced  b y  Rep. R ick  Boucher (D-VA) w i l l
reduce su b sta n tia lly  the misuse o f  c i v i l  RICO in  ordinary commercial l i t ig a t io n . 
H.R. 5445 w i l l  e lim in a te  t r e b le  damages fo r  v i r t u a l l y  a l l  ca se s  in  w hich c i v i l  
RICO has been abused, and w i l l  do so fo r  pending c a se s  as w e l l  as  fo r  fu tu r e  
cases. Automatic tre b le  damages w i l l  be a v a ila b le  in  only two lim ite d  categories 
o f  cases: 1) cases brought on b eh alf o f  a government e n t ity  by the US or a s ta te  
attorney general; and 2) cases in  which there has been a p rio r-crim in al-co n viction  
o f the defendant.
No o th e r  p l a i n t i f f s  would have a r ig h t  to  au to m atic  t r e b le  damages. Most 
other p la in t i f f s  could only sue fo r  actu al damages. Business versus business RICO 
su its , one major source o f  abuse to  date, would be r e s tr ic te d  in  th is  way. This 
d e-treb lin g  provision would a lso  apply to  the other major source o f  inappropriate 
c i v i l  RICO cases, cases a r is in g  out o f  disputes covered by the s e c u r it ie s  laws.
A sm all category o f p la in t i f f s  could seek an ad d ition al award, but i t  could 
never exceed more than tw ice  the amount o f  th e ir  actu a l damages. They could not 
get any such ad d ition al award unless they are in d ivid u als suing in  connection w ith 
a p e rso n a l o r household tr a n s a c t io n  and th e y  can prove th a t  th e  defen dan t a c te d  
w ith  wanton d is re g a rd  fo r  th e  p l a i n t i f f ' s  r ig h t s .  Even i f  th e y  meet th o se  
th re s h o ld  t e s t s ,  th e amount o f  th e  a d d it io n a l  award i s  t ie d  t o  p ro o f o f  th e  
egregiousness o f  the defendant's action s. The f u l l  award would be a v a ila b le  only 
in  th e  ca se  o f  t r u l y  ou trageou s and u n con scion ab le  conduct. The d e - tr e b lin g  
p r o v is io n s  o f  th e  b i l l  would become e f f e c t i v e  upon enactm ent in  most c a se s , 
thereby bringing immediate r e l i e f  to  defendants in  the thousands o f  pending c i v i l  
RICO cases, which represent b i l l io n s  o f  d o lla rs  in  p o te n tia l l i a b i l i t y .
The s t a t u t e  o f  l im it a t io n s  p r o v is io n  o f  H.R. 5445 w ould e lim in a te  an oth er 
m ajor source o f  concern fo r  RICO d efen d an ts. Under t h i s  p ro p o sa l, p l a i n t i f f s  
would, in  most cases, have to  bring th e ir  action s w ith in  three years o f  when th e ir  
c la im  accrued  o r th e  in ju r y  t o  them ceased . The measure i s  now b e fo r e  th e  U.S. 
Senate.
SPECIAL: CONGRESS PASSES BILL REGULATING GOVERNMENT SECURITIES DEALERS
A compromise version  o f  H.R. 2032, the Government S e c u ritie s  A ct o f  1986, passed the
U.S. House o f  R e p re se n ta tiv e s  on 10/6/86 and the U.S. Senate on 10/9/86. The
compromise b i l l  i s  su b sta n tia lly  d iffe re n t from the measure passed by the House on 
9/17/85 in  th a t  i t  no lo n g er e s t a b lis h e s  a s e l f - r e g u la t o r y  body under F ed e ra l 
Reserve Board rulemaking au th ority  (see the 9/23/85 Wash. Rpt). The new measure 
r e q u ire s  th a t  c u r r e n t ly  u n regu lated  governm ent s e c u r i t i e s  b ro k ers  and d e a le rs  
r e g is t e r  w ith  th e  SEC. Government s e c u r i t i e s  b ro k ers  and d e a le r s  a lre a d y  
reg istered  are to  n o tify  the appropriate Federal regulatory agency. A ddition ally , 
governm ent s e c u r i t i e s  b ro k ers  and d e a le r s  a re  in s tr u c te d  to  f i l e  w ith  th e 
a p p ro p rite  agency, a t  l e a s t  an n u a lly , a b a la n ce  sh e e t and income sta tem en t 
c e r t i f ie d  by an independent p u b lic  accountant which i s  prepared on a calendar or 
f is c a l  year b a sis . The Treasury Secretary, in  consultation  w ith  the SEC and the 
Federal Reserve Board, has the auth ority  to  promulgate ru les governing government 
s e c u r it ie s  transactions, including regulations on c a p ita l adequacy standards, the
5a ccep tan ce  o f  cu sto d y  and use o f  custom ers' s e c u r i t i e s ,  and th e  t r a n s fe r  and 
c o n tr o l o f  governm ent s e c u r i t i e s  s u b je c t  to  repurchase agreem ents and s im ila r  
transactions. Under a sunset provision, Treasury's rulemaking auth ority  expires 
in  O ctober 1991. A t th a t  tim e , th e  C ongress, a f t e r  e v a lu a tin g  recom m endations 
made in  re p o rts  su b m itted  by th e Departm ent o f  T reasu ry, th e  SEC, and th e FED, 
must d e c id e  w hether t o  extend th e  S e c r e ta r y  o f  T re a s u ry 's  a u th o r ity . H.R. 2032 
must be signed by President Reagan before becoming law.
Far further information contact Shirley Hodgson or Joseph Petito at 202/872-8190.
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